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Calls for reforms of the international financial architecture
are becoming ever louder. Governments, United Nations
(UN) institutions, expert groups and civil society organi-
zations (CSOs) are criticizing the fact that the network
of institutions and rules that currently determine global
monetary and financial policy and control global finan-
cial flows are not up to the current crises. The interna-
tional financial architecture is “outdated, dysfunctional
and unfair”, according to UN Secretary-General Antonio
Guterres. In 2023, he called for a “new Bretton Woods
moment” to adapt the architecture to today’s economic
realities and power relations.

The challenges are immense: the global investment gap
for financing the Sustainable Development Goals (SDGs)
alone has increased by over 50 percent as a result of the
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COVID-19 pandemic and is estimated by the Organi-
sation for Economic Co-operation and Development
(OECD) at US$ 3.9 trillion per year. Public debt has ex-
ceeded a critical level in many countries and is being mas-
sively exacerbated by the rise in interest rates.

Development Finance International warns of “the worst
ever global debt crisis”. The poorer countries of the global
South in particular are falling through the financial safety
net and do not have access to sufficient liquidity. Only a
fraction of the International Monetary Fund (IMF)-issued
Special Drawing Rights (SDRs) are available to them. This
is not least due to the fact that their interests are still
underrepresented in the decision-making bodies of the
international financial institutions, above all the IMF and
World Bank. This also applies to international tax coop-


https://www.un.org/sg/en/content/sg/speeches/2023-09-18/secretary-generals-remarks-the-high-level-political-forum-sustainable-development
https://estatements.unmeetings.org/estatements/10.0010/20230920090000000/tV32tvvz19xc/797EyWwwkqqt_en.pdf
https://estatements.unmeetings.org/estatements/10.0010/20230920090000000/tV32tvvz19xc/797EyWwwkqqt_en.pdf
https://www.oecd.org/finance/global-outlook-on-financing-for-sustainable-development-2023-fcbe6ce9-en.htm
https://www.oecd.org/finance/global-outlook-on-financing-for-sustainable-development-2023-fcbe6ce9-en.htm
https://development-finance.org/files/Debt_Service_Watch_Briefing_Final_Word_EN_0910.pdf
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eration, where African countries in particular are pushing
for equal participation under the umbrella of the UN. Fi-
nally, there is a considerable need for action in the reg-
ulation of financial markets. The inadequate supervision
of the non-banking sector in particular is a ticking time
bomb for the financial system — and for the global econ-
omy.

In view of these challenges, the UN Member States have
followed the UN Secretary-General's proposal and made
the reform of the international financial architecture a
priority topic of the UN Summit of the Future (SotF). It
is due to take place at the level of Heads of State and
Government in New York on 22 and 23 September 2024.
The outcome will be a Pact for the Future. Its content
will be negotiated in New York in the months leading up
to the Summit. The following six topics are expected to
be discussed in the negotiations on the global financial
architecture:

i. Reforms of the international financial institutions
(particularly the World Bank and IMF)

ii. Short-term liquidity and financial safety nets
iii. Long-term financing of sustainable development

iv. Prevention and management of debt crises

Introduction

In his speech at the opening of the High-Lev-
el Dialogue on Financing for Development on 20
September 2023, UN Secretary-General Antonio
Guterres said:

It is clear that the systemic problems of financing for
sustainable development require a systemic solution:
reforms to the global financial architecture. That
architecture was created at a time when many of today’s
developing countries were still under colonial rule. It is
deeply skewed in favour of the developed world. And it
has not kept pace with the growth of the global economy.
The paid-in capital of the World Bank as a percentage of
global GDP is one fifth what it was in 1960. I reiterate
my call for a new Bretton Woods moment when countries
come together to agree on a global financial architecture
that reflects today’s economic realities and power relations.

However, the international financial architecture
encompasses much more than the Bretton Woods
institutions. For Simon Reid-Henry from Queen
Mary University, London (p. 3), it is a “network of
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v. Reforms of the global tax architecture
vi. Regulation of the global financial markets.

Expectations for the Summit of the Future range between
optimism and skepticism. Some see it as a unique oppor-
tunity to restore lost trust between states and to demon-
strate that international cooperation can effectively tack-
le current and new challenges. Others are more skeptical
for various reasons. For some, the UN does not have the
mandate to decide on reforms to the global financial ar-
chitecture. Others fear that the Summit’s numerous ne-
gotiation strands will overburden smaller countries and
undermine existing intergovernmental processes, such as
the Financing for Development (FD) process. However, if
well coordinated, the SotF can also be a milestone on the
way to the fourth Financing for Development Conference
2025 in Spain and support it.

This briefing provides information on some of the key is-
sues being discussed in the preparatory process for the
Summit in the area of global financial architecture re-
forms, outlines political lines of conflict and describes civil
society expectations. In view of the intensified geopolit-
ical confrontations, the outcome of the Summit is more
than uncertain. Despite the difficult context, however, it
does offer some chance of reviving multilateral coopera-
tion at the global level and initiating some long overdue
reforms in the international system.

actors, institutions, governance regimes, and public
transfers that manage, regulate, and transact inter-
national financial flows within and across State bor-
ders”. For him, this includes development finance
and the financing of multilateral organizations, the
international trading system, the activities of central
banks and international financial institutions (IFIs),
as well as financial actors such as ratings agencies
and private investors that are engaged in interna-
tional credit and debt flows, currency movements,
and trade and investment.

Discussions on reforming the international finan-
cial architecture are not a new phenomenon. They
have repeatedly flared up in response to crises —
from the debt crises of the 1980s and 1990s to the
global economic and financial crisis of 2007-2008.
Over the past four decades, academics and expert
panels such as the Commission on Global Gover-
nance (1995) have developed proposals for the cre-
ation of a global decision-making and coordinating
body for economic and financial issues, for exam-


https://estatements.unmeetings.org/estatements/10.0010/20230920090000000/tV32tvvz19xc/797EyWwwkqqt_en.pdf
https://estatements.unmeetings.org/estatements/10.0010/20230920090000000/tV32tvvz19xc/797EyWwwkqqt_en.pdf
https://highleveladvisoryboard.org/download/global-financial-architecture-as-a-global-public-good/
https://www.gdrc.org/u-gov/global-neighbourhood/
https://www.gdrc.org/u-gov/global-neighbourhood/
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ple, under the name Economic Security Coun-
cil. As early as 1999, Colombian economist José
Antonio Ocampo explored areas of consensus and
divergence in the disputes over the reform of the
international financial architecture. In its report in
preparation for the first Financing for Development
Conference in Monterrey in 2002, the so-called
Zedillo Panel (Chaired by the former President of
Mexico, Ernesto Zedillo) proposed inter alia the
creation of an International Tax Organization. And
in 2009, the Stiglitz Commission (led by Ameri-
can economist Joseph Stiglitz) presented a compre-
hensive and far-reaching list of measures to regu-
late and reform the global monetary and financial
system.

Over the years, the crises and the resulting calls for
reforms have led to numerous initiatives and chang-
es in global economic governance. The G20 was
upgraded, the banking system was given stricter
capital adequacy rules (Basel III), the Organisa-
tion for Economic Co-operation and Development
(OECD) attempted to combat harmful tax compe-
tition and aggressive tax avoidance by multinational
companies with its Base Erosion and Profit Shifting
(BEPS) project, and the IMF provided its Member
States with additional liquidity in 2021 in response
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to the COVID-19 crisis by distributing Special
Drawing Rights (SDRs) worth US$ 650 billion.

However, these and other measures have not solved
the fundamental problems in the global financial
architecture. The countries of the global South
are still under-represented in the decision-making
bodies of economic and financial institutions, there
is still a gap of trillions of dollars to finance sustain-
able development, the risk of worsening debt crises
is growing and there are still considerable gaps in
the regulation of global financial markets.

All of this has prompted the Secretary-General and
UN Member States to put the reform of the inter-
national financial architecture on the agenda of the
Summit of the Future (SotF), which is planned for
September 2024. It is up to the UN Member States
to decide which topics will be discussed and which
decisions will be taken. The thematic framework
has been defined by the report of the High-Level
Advisory Board on Effective Multilateralism and
an Our Common Agenda Policy Brief by the UN
Secretary-General on reforming the international
financial architecture. The topics can be grouped
into six areas, which are described in more detail
below.

1. Reforms of the international financial institutions

The Bretton Woods institutions — the IMF and the
World Bank — have been at the centre of the interna-
tional financial architecture since 1944. In response
to criticism of their lack of legitimacy, effectiveness
and credibility, they have initiated reform processes
over the last two decades, but these have so far only
led to moderate changes. Discussions are current-
ly focused on expanding the mandate and thematic
tfocus of the organizations, particularly with regard
to the SDGs and the Paris Climate Agreement; in-
creasing capital and lending capacities; reforming
quotas and voting rights; and making changes to
the selection process for leadership positions.

The current reform process at the World Bank has
been underway since 2021. It began with the G20’s
mandate to review the capitalization of the most
important multilateral development banks (MDBs).
The aim was to increase lending capacity without
the need for fresh capital from shareholders. The
Independent Review of the Multilateral Develop-
ment Banks’ Capital Adequacy Frameworks (CAF
Review), which is now available, provides compre-
hensive recommendations in this regard. At the end
of 2022, the World Bank published an Evolution

Roadmap in response. At the Annual Meetings of
the IMF and World Bank in Marrakesh in Octo-
ber 2023, the Bank summarized the status of its re-
form efforts in a report entitled Ending Poverty
on a Livable Planet. It also reports on some of
the reform steps that have already been implement-
ed. These include the decision to reduce the equi-
ty-to-loan ratio from 20 percent to 19 percent. This
and other measures are expected to mobilize an ad-
ditional US$ 50 billion over the next ten years. The
World Bank also wants to raise additional non-vot-
ing capital in the form of hybrid capital bonds. The
German Federal Ministry for Economic Coopera-
tion and Development (BMZ) has announced that
Germany will be the first country to provide €305
million for this purpose.

Together with the USA, Germany also campaigned
for an expansion of the World Bank’s mandate. The
World Bank’s existing twin goals — poverty re-
duction and reducing inequality — were to be sup-
plemented by a third goal, namely tackling glob-
al challenges, or in other words, providing Global
Public Goods (GPGs). In the autumn of 2022, this
idea was presented to a broader public in a G7 non-


https://repositorio.cepal.org/server/api/core/bitstreams/03693719-929d-407a-a805-c3739be41d49/content
https://repositorio.cepal.org/server/api/core/bitstreams/03693719-929d-407a-a805-c3739be41d49/content
https://ycsg.yale.edu/sites/default/files/files/2001%20Report%20of%20the%20High%20Level%20Panel%20on%20Financing%20for%20Development.pdf
https://www.un.org/en/ga/econcrisissummit/docs/FinalReport_CoE.pdf
https://www.bis.org/publ/bcbs189.pdf
https://www.oecd.org/tax/beps/
https://www.oecd.org/tax/beps/
https://www.globalpolicy.org/en/publication/imf-special-drawing-rights
https://www.globalpolicy.org/en/publication/imf-special-drawing-rights
https://highleveladvisoryboard.org
https://highleveladvisoryboard.org
https://www.un.org/sites/un2.un.org/files/our-common-agenda-policy-brief-international-finance-architecture-en.pdf
https://www.dt.mef.gov.it/export/sites/sitodt/modules/documenti_it/news/news/CAF-Review-Report.pdf
https://www.dt.mef.gov.it/export/sites/sitodt/modules/documenti_it/news/news/CAF-Review-Report.pdf
https://documents1.worldbank.org/curated/en/099845101112322078/pdf/SECBOS0f51975e0e809b7605d7b690ebd20.pdf
https://documents1.worldbank.org/curated/en/099845101112322078/pdf/SECBOS0f51975e0e809b7605d7b690ebd20.pdf
https://www.devcommittee.org/content/dam/sites/devcommittee/doc/documents/2023/Final%20Updated%20Evolution%20Paper%20DC2023-0003.pdf
https://www.devcommittee.org/content/dam/sites/devcommittee/doc/documents/2023/Final%20Updated%20Evolution%20Paper%20DC2023-0003.pdf
https://www.bmz.de/de/aktuelles/aktuelle-meldungen/einigung-auf-weltbank-reform-182518
https://www.cgdev.org/sites/default/files/2023-02/G7-nonpaper-evolving-MDBs-evolving-world-october-2022.pdf
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paper. The World Bank picked up on this by defin-
ing a new vision for itself: “A world free of poverty
on a livable planet”. In its reform report (para. 6),
the World Bank lists the following eight areas as
priority global challenges: (i) Climate Change
Adaptation and Mitigation; (ii) Fragility and Con-
flict; (iii) Pandemic Prevention and Preparedness;
(iv) Energy Access; (v) Food and Nutrition Secu-
rity; (vi) Water Security and Access; (vii) Enabling
Digitalization; and (viii) Protecting Biodiversity
and Nature.

Climate change plays a central role in the expan-
sion of the Bank’s mandate. However, the five in-
stitutions of the World Bank Group were already
the most important multilateral funders in this area.
According to their own figures, they provided US$
31.7 billion in climate financing in 2022. The
new fund to compensate for climate-related loss
and damage (Loss and Damage Fund — LDF) is also
to be provisionally based at the World Bank as a
Financial Intermediary Fund (FIF) due to pressure
from the global North. As the Third World Net-
work reports, the countries of the global South had
favoured an independent fund outside the World
Bank.

In the current reform process, the area that has
the highest priority for the countries of the glob-
al South has remained underexposed: The reorga-
nization of governance structures and voting
procedures. In the Monterrey Consensus 2002,
the governments had already identified it as a top
priority “to find pragmatic and innovative ways to
further enhance the effective participation of de-
veloping countries and countries with economies
in transition in international dialogues and deci-
sion-making processes” (para. 63). This particularly
applied to the IMF and World Bank. In the 2030
Agenda (target 10.6), governments recommitted
to “ensure enhanced representation and voice for
developing countries in decision-making in global
international economic and financial institutions in
order to deliver more effective, credible, account-
able and legitimate institutions”. However, little has
happened since then.

This prompted the UN Secretary-General to call
for the reorganization of the governance structures
of the IFIs as measure one in his policy brief on the
reform of the international financial architecture.
He mentions the following steps in particular (p. 6):

» Update IMF quota formulas to reflect the chang-
ing global landscape.

Reforms to the global financial architecture

» Reform voting rights and decision-making rules
to make them more democratic — for example,
through a double majority rule.

» Delink access to resources from quotas, with ac-
cess instead determined by both income and vul-
nerabilities (through a multi-vulnerability index
or ‘beyond gross domestic product (GDP)’ indi-
cators).

» Boost the voice and representation of developing
countries on boards and improve institutional
transparency.

» Strive for gender-balanced representation in all
the governance structures of these institutions —
particularly at the leadership level.

Regarding the reform of voting rights, the UN
Secretary-General points out that voting rights are
made up of a combination of quotas and basic votes,
the number of which is the same for all countries.
However, the basic votes only make up 5.5 percent
of the total voting rights at the IMF, which is less
than half of what it was when the IMF was found-
ed. The proportion of basic votes should at least be
restored to its original level. This recommendation
is also contained in the report of the High-Level
Advisory Board on Effective Multilateralism (p.
36).

The Bridgetown Initiative to reform the interna-
tional financial architecture — which was initiated
by the Prime Minister of Barbados, Mia Mottley
— also calls (in version 2.0) on the shareholders of
the IFIs “[to] update the 1945-based institutions to
be more inclusive and equitable, including issues of
governance, voice, representation, and access to fi-
nance.”

The countries of the global South have emphasized,
on various occasions, the urgent need for reform
in the decision-making structures of the IMF and
World Bank. For example, as Chair for the G77,
Cuba stated this at the High Level Dialogue on
Financing for Development at the UN General As-
sembly in September 2023:

(T)he reform of the current governance system crafted al-
most a century ago does not reflect the reality of today’s
multilateral structures. This implies: Proceeding to reform
to the governance structure of the IFIs, especially the
IMF and the World Bank, the voting system based on
economic or financing power is not tenable anymore. (...)


https://www.cgdev.org/sites/default/files/2023-02/G7-nonpaper-evolving-MDBs-evolving-world-october-2022.pdf
https://www.devcommittee.org/content/dam/sites/devcommittee/doc/documents/2023/Final%20Updated%20Evolution%20Paper%20DC2023-0003.pdf
https://www.worldbank.org/en/news/press-release/2022/09/07/world-bank-group-delivers-record-31-7-billion-in-climate-finance-in-fiscal-year-2022
https://www.worldbank.org/en/news/press-release/2022/09/07/world-bank-group-delivers-record-31-7-billion-in-climate-finance-in-fiscal-year-2022
https://twn.my/title2/climate/info.service/2023/cc231105.htm
https://twn.my/title2/climate/info.service/2023/cc231105.htm
https://www.un.org/en/development/desa/population/migration/generalassembly/docs/globalcompact/A_CONF.198_11.pdf
https://undocs.org/en/A/RES/70/1
https://undocs.org/en/A/RES/70/1
https://www.un.org/sites/un2.un.org/files/our-common-agenda-policy-brief-international-finance-architecture-en.pdf
https://highleveladvisoryboard.org/breakthrough/pdf/highleveladvisoryboard_breakthrough_fullreport.pdf
https://highleveladvisoryboard.org/breakthrough/pdf/highleveladvisoryboard_breakthrough_fullreport.pdf
https://www.globalpolicy.org/sites/default/files/Bridgetown2.0-1page%20(2).pdf
https://estatements.unmeetings.org/estatements/10.0010/20230920090000000/tV32tvvz19xc/bTxz6WcQ8ey6_en.pdf
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This is unlikely to change in the short term. In No-
vember 2023, the IMF Executive Board proposed
a 50 percent increase in quotas, which would be
allocated to members in proportion to their current
quotas. The IMF Board of Governors is due to de-
cide on this increase at the end of the 16" General
Review of Quotas on 15 December 2023. A quota
realignment is not due to take place until the 17*
review of quotas by June 2025.

2. Short-term liquidity and financial safety nets

The IMF plays a central role in providing short-
term liquidity and longer-term financial safety nets
for countries in financial distress. Special Drawing
Rights (SDRs) are an important instrument in this
regard. In August 2021, the IMF decided to allo-
cate new SDRs worth US$ 650 billion. However,
as they were allocated to the IMF members in pro-
portion to their quotas, the countries of the global
South only received just under 42 percent and the
most crisis-prone countries in particular received
far less. In contrast, Germany received 25.5 bil-
lion SDRs (worth €30.8 billion) in line with its
IMF quota, which is more than all African coun-
tries combined.

In view of this imbalance, both the G7 and the
G20 have called for the rechannelling of unused
SDRs (or equivalent contributions) worth US$ 100
billion. In the Political Declaration of the SDG
Summit of September 2023, the UN Member
States reiterated this appeal (para. 38 (t)(vii)):

We call for an urgent voluntary re-channeling of Special
Drawing Rights to countries most in need, including
through multilateral development banks, while respecting
relevant legal frameworks and preserving the reserve asset
character of Special Drawing Rights. We will explore
ways for future allocations of Special Drawing Rights to
benefit those countries most in need.

A number of countries, including China, Japan,
France and Spain, have responded to the appeal and
made SDR s available to the Poverty Reduction and
Growth Trust (PRGT) and the IMF’s newly creat-
ed Resilience and Sustainability Trust (RST). The
development organization ONE puts the pledges
to date at around US$ 80 billion (as of 1 November
2023, excluding the pledges of US$ 21 billion from
the USA, which have not yet been approved by the
US Congress, and US$ 7.3 billion from Germany,
which is de facto not a transter of SDRs).

Reforms to the global financial architecture

The Summit of the Future and the fourth Financ-
ing for Development Conference 2025 both offer
opportunities to influence the decision-making
process and to initiate far-reaching reforms. This
applies to the reform of the World Bank’s gover-
nance structures, as well as to the anachronistic
selection process for the top posts at the IMF and
World Bank.

The RST is intended to have a longer-term focus
and specifically finance measures in the areas of cli-
mate change and pandemic preparedness. However,
critics argue that the IMF 1s overstepping its man-
date and that this should be left to specialized funds
and development banks.

Various proposals — including from Barbados with
its Bridgetown Initiative and from the Center for
Global Development — aim to channel SDRs to
multilateral development banks, above all the Af-
rican Development Bank (AfDB). Among other
things, this would have the advantage that the
SDRss passed on would then have a multiplier ef-
fect, as the AfDB estimates that it could raise three
to four times as much capital on the financial mar-
kets on the basis of these SDRs.

In any case, the rechannelled SDRs are transferred
only in the form of loans that are linked to condi-
tionalities and increase the debt levels of the recipi-
ent countries. A critical review of SDRs and their
rechannelling published by the non-governmental
organization (NGO) WEED therefore concludes
that the regular allocation of SDRs by the IMF, in
combination with a reform of the allocation for-
mula, would offer clear advantages compared to re-
channelling.

In his policy briefing on reforming the internation-
al financial architecture, the UN Secretary-General
also advocates a “more automated SDR issuance in
a countercyclical manner or in response to shocks,
with allocations based on need” (Action 10). A
new allocation formula should align the issuance of
SDRs in such a way that it would specifically bene-
fit those countries that actually need liquidity. The
German Council for Sustainable Development
also endorsed these proposals in its statement on the
reform of the international financial architecture.


https://www.imf.org/en/News/Articles/2023/11/07/pr23383-imf-executive-board-approves-a-proposal-to-increase-imf-quotas
https://www.imf.org/en/Topics/special-drawing-right#allocatedsdr
https://www.imf.org/en/Topics/special-drawing-right#allocatedsdr
https://hlpf.un.org/sites/default/files/2023-09/A%20HLPF%202023%20L1.pdf
https://hlpf.un.org/sites/default/files/2023-09/A%20HLPF%202023%20L1.pdf
https://www.imf.org/en/Topics/PRGT
https://www.imf.org/en/Topics/Resilience-and-Sustainability-Trust
https://data.one.org/data-dives/sdr/#tracking-sdr-channeling-through-the-rst
https://www.globalpolicy.org/sites/default/files/Bridgetown2.0-1page%20(2).pdf
https://www.cgdev.org/blog/valentines-day-gift-afdbs-campaign-sdr-recycling-now-we-need-more-heart
https://www.cgdev.org/blog/valentines-day-gift-afdbs-campaign-sdr-recycling-now-we-need-more-heart
https://www.afdb.org/en/news-and-events/interviews/leveraging-power-special-drawing-rights-how-developed-countries-can-help-boost-africas-development-51910
https://www2.weed-online.org/uploads/weed_2023_rechanneling_sdr_critical_remarks_on_the_achievement_of_the_100_billion_goal.pdf
https://www.un.org/sites/un2.un.org/files/our-common-agenda-policy-brief-international-finance-architecture-en.pdf
https://www.nachhaltigkeitsrat.de/wp-content/uploads/2023/06/2023_06_21_RNE-Statement_Financing_Transformation_and_Sustainable_Development.pdf
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At the same time, the UN Secretary-General advo-
cates the explicit decoupling of voting rights, access
to IMF loans and the allocation of SDRs. The de-
termination of needs for loans and SDRs should be
linked to income and vulnerability (by means of
a multidimensional vulnerability index that “goes
beyond GDP”). In addition, the IMF should in-
crease its resources, including through the selling
of its gold, which is valued at historical costs. Ac-
cording to estimates by the UN Secretary-General,
this could generate over US$ 175 billion in realized
gains.

On the margins of the IMF-World Bank Annual
Meetings in Marrakesh, the G77 called for the cre-
ation of an “SDR contingency mechanism” to en-
sure that funds are spent quickly and automatically
in future crises, including by MDBs. An additional
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SDR allocation should also be approved to facili-
tate public investment by developing countries to
achieve the SDGs.

However, CSOs and academics in particular are
calling for the IMF’s accountability to be strength-
ened as a prerequisite for the de facto expansion of
its role and for it to abandon pro-cyclical condi-
tionalities and one-sided policy prescriptions in its
lending and policy advice, which primarily serve
to maintain the solvency of states in the interests
of foreign creditors. Instead, its programmes should
be more closely aligned with the SDGs and human
rights standards. This should also lead to an end
to the IMF’s practice of interest surcharges, which
— according to human rights experts such as Juan
Pablo Bohoslavsky — jeopardize the realization of
the right to development.

3. Long-term financing of sustainable development

The use of SDRs can be one option for long-term
development and climate financing, but it is far
from sufficient. The global investment gap for fi-
nancing the SDGs alone is estimated at several tril-
lion US dollars per year. The OECD estimates the
gap at US$ 3.9 trillion.

For this reason, the UN Secretary-General present-
ed a proposal for an SDG Stimulus in February
2023. In it, he called for an increase in funding for
sustainable development of at least US$ 500 billion
per year. In addition to reissuing and redirecting
SDRs, the funds are to be raised primarily through
a massive increase in long-term development fi-
nancing through:

» strengthening the MDBs by increasing their cap-
ital, better leveraging their funds and channel-
ling SDRs

» improving MDBs’ terms of lending, including
longer loan maturities, lower interest rates, the
use of state-contingent clauses and increased
lending in local currency

» strengthening the system of Public Development
Banks (PDBg)

» the fulfillment of official development assis-
tance (ODA) commitments (‘0.7 percent target’),
whereby grants are to be awarded not only on
the basis of income but also the vulnerability of
the recipient countries to external shocks

» the combination of public and private funding
for public objectives with a focus on develop-
ment impact and country ownership.

Numerous governments have taken up the call
for an SDG Stimulus, particularly from the glob-
al South. The Bridgetown Initiative endorsed key
proposals of the SDG Stimulus. At the SDG Sum-
mit, the G77 urged the international community to
support the proposal. Ursula von der Leyen, Presi-
dent of the European Commission, also welcomed
the SDG Stimulus Plan in her speech at the SDG
Summit. However, she emphasized above all the
need to mobilize more private investment capital
(“unlocking private capital”), including as part of
the EU’s Global Gateway Initiative, and to ex-
pand carbon pricing. In contrast, US Secretary of
State Antony Blinken did not mention the SDG
Stimulus in his speech at the SDG Summit, but
emphasized instead the need for MDB reform and
the expansion of infrastructure investment as part
of the Partnership for Global Infrastructure and
Investment (the G7’s response to China’s Belt and
Road Initiative). In the Political Declaration of
the SDG Summit, the UN Member States only
agreed to support the UN Secretary-General’s pro-
posal in general terms (para. 38(t)(iv)):

We welcome the Secretary-General’s efforts to address
the SDG financing gap through an SDG stimulus. We
will advance the Secretary-General’s proposal, in a time-
ly manner through discussions at the United Nations as
well as other relevant forums and institutions, to tackle
the high cost of debt and rising risks of debt distress, to
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enhance support to developing countries and to massively
scale up affordable long-term financing for development
and expand contingency financing to countries in need.

In fact, the situation is so precarious for a growing
number of highly indebted countries that develop-
ment financing via new loans is not a sensible op-
tion for them, even if they are offered at favourable
interest rates. On the contrary, their problem is that
servicing their debts to creditors eats up a good
portion of their national budgets and therefore
leaves no fiscal leeway for financing essential public
services, such as in the areas of health and educa-
tion. The UN Secretary-General’s SDG Stimulus
package therefore also includes calls to reduce the
debt burden by restructuring and cancelling debt
(see part 4 below).

For some years now, proponents of the Global
Public Investment (GPI) concept have been put-
ting forward much more fundamental proposals for
long-term development financing. They advocate
a fundamentally new approach to development fi-
nancing that overcomes the traditional donor-re-
cipient relationship by ensuring that all countries
contribute to the financing on the one hand, but
also that all stakeholders are equally involved in the
decision-making, especially countries of the global
South. The focus is on mobilizing public funds to
finance global public goods.

4. Prevention and management of debt crises

In recent years, the risk of a new debt crisis has in-
creased dramatically for many countries. The UN
Crisis Response Group points out that public debt
has more than quadrupled worldwide since 2000
(from US$ 22 to US$ 92 trillion). Public debt in
the global South, which accounts for almost 30 per-
cent of the total, has risen disproportionately. Ac-
cording to calculations by the NGOs erlassjahr.
de and misereor, 136 of 152 countries surveyed
in the global South are now critically indebted. In
40 countries the debt situation is even very criti-
cal. Before the COVID-19 pandemic, 37 percent of
countries were critically or very critically indebted;
this figure has now risen to 64 percent. Forecasts
show that the situation will deteriorate further due
to the effects of the war in Ukraine and the global
turnaround in interest rates.

The situation is made even more complicated by
substantial changes in the creditor structure of
many countries. While foreign governments,

MDBs and the domestic banking sector were the
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The GPI approach advocates a fundamental change
in the narrative of development, which is summa-
rized in the following five points:

i. From a narrow focus on reducing poverty to
meeting the broader challenges of inequality
and sustainability.

ii. From seeing international public money as a
temporary last resort to valuing it as a perma-
nent force for good.

iii. From one-directional North-South transfers
to a universal effort, with all paying in and all
benefitting.

iv. From outdated post-colonial institutions to
representative decision-making.

v. From the patronising language of ‘foreign
aid’ to the empowering multilateralism of a
common fiscal endeavour.

The GPI approach is supported by renowned econ-
omists such as Jayati Gosh, Mariana Mazzucato and
Thomas Piketty, but is by no means uncontrover-
sial and has hardly been discussed at intergovern-
mental level. The process leading up to the Summit
of the Future offers an opportunity to discuss its
potential and weaknesses in more detail.

most important lenders in the past, private investors
are now often among the largest creditors. Accord-
ing to calculations by the UN Crisis Response
Group (Figure 6), they accounted for 62 percent
of the total public external debt of countries in the
global South in 2021. In Latin America and the Ca-
ribbean, the figure was as high as 74 percent.

Among the private creditors, the international-
ly active pension and investment funds and the
large transnational asset managers, above all the
US multinational investment company BlackRock,
play a special role. They make up the non-bank or
shadow banking sector, which is far less regulat-
ed than the formal banking sector and has become
considerably more important since the global fi-
nancial crisis of 2007-2008. These private inves-
tors generally have higher return expectations than
national and international development banks, for
example. This poses two problems: first, borrowing
from private creditors is more expensive than con-
cessional financing from multilateral and bilateral
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sources. Second, the increasing complexity of the
creditor structure makes it more difficult to com-
plete debt restructuring successfully when it be-
comes necessary.

Debt indicators around the world have deteriorated
to such an extent that Development Finance In-
ternational is already warning of “the worst ever
global debt crisis”. What is particularly problem-
atic 1s that the associated higher debt service pay-
ments combined with lower government revenues
are considerably restricting governments’ financial
room for manoeuvre. Urgently needed funds for
healthcare, education, climate and social spend-
ing is not available. Debt servicing consumes an
average of 38 percent of government revenues and
30 percent of expenditures in the countries of the
global South; in Africa, this figure is as high as 54

percent of revenues and 40 percent of expenditures.

Current responses to the debt problems have prov-
en to be inadequate, including the now expired
G20 Debt Service Suspension Initiative and the es-
tablishment of the Common Framework for Debt
Management, with which the bilateral creditors of
the Paris Club and the G20 agreed for the first time
to work together in a coordinated manner to ad-
dress debt issues.

Further steps, such as the creation of an internation-
al debt workout mechanism, as proposed already in
the Monterrey Consensus 2002 (para. 60), have
not yet been implemented.

In order to prevent a new global debt crisis and to
find a lasting solution to the problem of over-in-
debtedness, a series of short-term, medium-term
and long-term steps is required that will lead
to a new, fairer debt architecture. The UN Sec-
retary-General lists six points in his policy brief

(Action 3 and 4):

i. The international community should fulfill its
long-standing commitment to work towards a
global consensus on guidelines for the responsi-
bilities of sovereign debtors and creditors. The
UNCTAD Principles on Promoting Respon-
sible Sovereign Lending and Borrowing and
the Basic Principles of Sovereign Restruc-
turing Processes can form the basis for this.

ii. Debt management should be improved, includ-
ing through capacity development, and debt
transparency should be increased. To this end,
a publicly accessible registry of debt data for de-
veloping countries should be created.
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iii. Debt sustainability analysis and credit ratings
should take into account rapid changes in sov-
ereign bond markets, distinguish between li-
quidity crises and solvency crises and consider
long-term aspects such as climate risks and fi-
nancing needs for the SDGs.

iv. Creditors should include force majeure clauses
and state-contingent contractual clauses in loan
agreements that provide for automatic debt ser-
vice relief in the event of external shocks such
as disasters or pandemics.

v. A debt workout mechanism should be set up —
for example, at an MDB — in order to address
slow progress in the Common Framework
caused by coordination problems between state
and private sector creditors. In this context, the
Common Framework should be extended to
middle-income countries.

vi. In the longer term, an inclusive and represen-
tative sovereign debt authority should be set up
to develop and implement a multilateral legal
framework for the restructuring of sovereign
debt. The UN Secretary-General is thus taking
up demands already made in the Stiglitz Com-
mission’s 2009 report and in numerous civil so-
ciety statements — for example, by Latindadd.

Effective steps to prevent and overcome debt crises
are of central importance to the countries of the
G77. For example, they declared this on the mar-
gins of the IMF and World Bank Annual Meetings
in October 2023:

It is essential to move towards improved international
debt mechanisms with meaningful participation of
developing countries, to assist in managing over-
indebtedness problems. (...) The new mechanisms should
include measures from cancellation to alleviation of debt
burdens as appropriate, promoting debt sustainability,
finding a balance between the interests of debtors and
those of creditors and establishing clear transparency
standards for both. That balance could include the
strengthening of contractual provisions to minimize
economic disruption when debtors experience difficulties,
such as in the case of natural disasters and other

large economic shocks, when automatic suspension of
debt service should be applied. Similarly, it would be
important to develop mechanisms to encourage private
creditors to participate, along with official creditors, in
debt treatment exercises.
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For many CSOs, such as the groups working to-
gether in the Civil Society FfD Mechanism, the
responses of the G20 and the international finan-
cial institutions to the debt crisis are completely in-
adequate. A fair solution cannot be negotiated in
fora dominated by the lenders. The UN is the only
forum that offers an inclusive and democratic space
to find a lasting multilateral solution to the debt
crisis. Their appeal:

As civil society, we call on governments to establish a
debt workout mechanism i.e. a transparent, binding and

5. Reform of the global tax architecture

The mobilization of domestic public resources is
a key prerequisite for sufficient financing of the
SDGs. However, it is still hampered by tax evasion
and harmful tax competition.

In its 2021 report, the UN High-Level Expert
Group on Financial Transparency, Accountability
and Integrity (FACTI) estimated the losses caused
by illicit financial lows at US$ 500 billion per year.
The majority of this is caused by tax avoidance and
tax evasion. Recent research by the Tax Justice
Network (TJN) confirms this figure. According
to TJN, the world loses US$ 472 billion annually
through global tax abuse alone. Of this, US$ 301
billion is due to the practice of transnational cor-
porations shifting their profits to tax havens, while
the remaining US$ 171 billion is due to wealthy in-
dividuals storing their assets in secrecy jurisdictions
and thus evading taxation.

In order to remedy these shortcomings, increased
international cooperation in the area of taxation is
essential. For this reason, the Zedillo Panel had al-
ready proposed the creation of an International Tax
Organization in its 2001 report. At the Monter-
rey Conference on Financing for Development in
2002, however, this idea failed to gain consensus.
Even less ambitious proposals for an intergovern-
mental tax commission of the UN or at least for a
significant upgrading of the existing UN Commit-
tee of Experts on International Cooperation in
Tax Matters were not successful in the following
two decades.

Instead, the OECD, which is dominated by the
western industrialized countries, played the most
significant role in tax matters. Under its umbrella,
the Inclusive Framework on Base Erosion and
Profit Shifting (BEPS) created an international set
of rules designed to ensure that large multinational
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multilateral framework for debt crisis resolution, under
UN auspices, that addresses unsustainable and illegit-
imate debt and provides systematic, timely and fair re-
structuring of sovereign debt, including debt cancellation,
in a process convening all creditors.

At the Summit of the Future, governments should
take the long overdue step towards such a debt
workout mechanism and create the corresponding
institutional framework under the umbrella of the
UN.

companies pay taxes where they operate and gener-
ate their profits. It is based on two pillars:

i.  Pillar 1 requires large multinational companies,
particularly in the digital economy, to pay at
least some taxes in the countries where they do
business and generate their profits — regardless
of whether they have a physical presence there.

ii. Pillar 2 aims to limit downward competition
in corporate taxation by introducing a global
minimum tax rate of 15 percent.

The two-pillar model was adopted by 140 coun-
tries and dependent territories. However, CSOs
and governments from the global South in partic-
ular are critical that the initiative under the um-
brella of the OECD is not ‘inclusive’, contrary to
its claim. They also argue that the interests of the
countries of the global South are not sufficiently
taken into account. Dereje Alemayehu, Executive
Coordinator of the Global Alliance for Tax Justice
(GAT]), stated in November 2023:

(S)igning on to OECD means signing away your
taxing rights, as the BEPS Framework only reinforces
historically-rooted biases in the international tax
architecture which benefit the Global North. Such biases
leave Global South countries without the revenue sources
to finance responses to the multiple crises.

To tackle these problems, the FACTI expert panel
had already recommended negotiating a tax con-
vention under the umbrella of the UN that would
be binding under international law. In October
2022, Nigeria, on behalf of the Africa Group at the
UN, introduced the draft resolution for a UN con-
vention on international tax cooperation in the
UN General Assembly. However, during the nego-
tiations on the resolution, it became clear that some
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Member States preferred a more cautious approach.
The final resolution 77/244 therefore refrained
from explicitly referring to a convention, but men-
tioned the possibility of developing a framework
or instrument for international tax cooperation. It
called on the UN Secretary-General to prepare a
report analyzing the current state of tax coopera-
tion and outlining next steps.

The UN Secretary-General presented his report
on Promotion of inclusive and effective inter-
national tax cooperation at the United Nations
in July 2023. In it, he advocates a fundamental im-
provement in the international tax architecture and
names three options for this:

i. a multilateral convention on taxes

ii. a framework convention on international tax

cooperation
iii. a framework for international tax cooperation.

The first two are the more ambitious options. This
is because they are legally binding for the coun-
tries that ratify them. A multilateral convention
would be a rather static legal framework with clear-
ly defined content for improving and regulating in-
ternational cooperation in the area of taxation. A
framework convention, on the other hand, would
create an “international system of tax governance”,
according to the Secretary-General. Similar to
the Framework Convention on Climate Change,
a Framework Convention on Tax Cooperation
could “include institutional provisions for creat-
ing a plenary forum for discussion between States
that is endowed with the authority to adopt further
normative instruments to which States could then
become a party” (para. 55). The key advantage of
this option would therefore be that it would create
a dynamic framework. Various protocols could be
added over time, gradually expanding the scope of
international tax cooperation. For this reason, this
option enjoys the most support from independent

6. Regulation of the global financial markets

Reforming the global financial architecture is not
just about improving global economic governance
and increasing international financial resources for
sustainable development. There is also an urgent
need to address gaps in the regulation of global fi-
nancial markets.
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tax justice activists, as confirmed, for example, by
the media reactions of Tax Justice Network and
Eurodad to the UN Secretary-General’s report.

In October 2023, Nigeria reintroduced a draft res-
olution on international tax cooperation to the UN
General Assembly on behalf of the Africa Group.
In its revised version following initial consul-
tations, it aims “to establish a Member State-led,
open-ended ad hoc intergovernmental committee
for the purpose of drafting terms of reference for a
United Nations framework convention on interna-
tional tax cooperation” (para. 3). This is due to take
place by August 2024 so that the governments can
then begin the actual negotiations on the frame-
work convention.

Countries in the global North, including the coun-
tries of the European Union, have so far reject-
ed the proposal for a binding framework conven-
tion, pointing to the processes already established
in the OECD. At best, the EU supports the option
of a non-binding framework for international co-
operation in the area of taxation, a stance that has
met with fierce criticism from the G77 and many
CSO:s.

The draft resolution was put to a vote in the Sec-
ond Committee of the UN General Assembly on
22 November 2023 and adopted by a large majority
of 125 votes in favour, 48 against and nine absten-
tions. The negotiating mandate for the Framework
Convention should now be in place by the time of
the Summit of the Future. The task of the Summit
can then only be to endorse the decisions at the
highest political level. The decisive factor will be
whether the countries of the global North aban-
don their negative stance. As the Swiss delegate
noted, only a consensus-based process can produce
a framework convention that can be widely imple-
mented, whereas a process based on a simple major-
ity runs the risk of producing tax rules that cannot
be implemented on a broad basis.

Among other things, this requires more effective
regulation of the shadow banking sector. After
the global financial crisis of 2007-2008, govern-
ments created new rules for the financial system.
However, they largely confined themselves to the
formal banking sector, for which they tightened
transparency and capital requirements (Basel III),
among other things. However, the stricter rules do
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not apply to institutional investors, asset managers
and other financial market players outside the for-
mal banking sector. They have gained enormously
in importance in recent years and are increasing-
ly penetrating the traditional financial business of
credit institutions. According to surveys by the Fi-
nancial Stability Board (FSB), the global finan-
cial assets of the non-bank financial intermediation
sector reached an all-time high of US$ 239 trillion
in 2021 and, with a global market share of 49.2 per-
cent, are now almost as large as the financial assets
of banks, central banks and public financial insti-
tutions combined. From the FSB’s point of view,
however, the associated risks cannot not be ignored.
Its Chairman Klaas Knot warned back in 2019:

Non-banks play a growing role in the financial

system, and their share of the financial system is

the largest on record. They are becoming important
players in areas where banks traditionally have played
dominant roles. Authorities need to remain vigilant

in addressing financial stability risks that emerge as a
result of non-bank financing through enhanced data
collection, improved risk analysis and implementing
appropriate policy measures, including the FSB’s policy
recommendations for addressing structural vulnerabilities
from asset management activities.

In its Global Financial Stability Report 2019, the
IMF also explicitly called for institutional investors’
risks to be managed through increased monitor-
ing and disclosure. There is a need for action with
regard to better regulation of investment funds,
particularly Exchange Traded Funds (ETFs), and
increased transparency of providers such as Black-
Rock.

More broadly, the monitoring and risk assessment
of the activities of global asset managers must be
improved substantially. After the last global finan-
cial crisis, one slogan was “too big to fail = too big
to allow”. Companies and banks should not be al-
lowed to become so large that their failure poses a
risk to the global economic system. This must also
apply to the world’s most powerful asset managers,

above all BlackRock.

In his policy brief, the UN Secretary-General also
called for stronger regulation of financial interme-
diation in the non-banking sector in accordance
with the principle of “same activity, same risk, same
rules” (Action 12). However, he believes that the
fundamental challenges facing the world cannot be
solved just by extending existing regulatory stan-
dards to institutions that are not yet covered. He
calls for additional measures to prevent the exces-
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sive financialization of economies around the world
— for example, through tax incentives to promote
long-term capital investments and the imposition of
transaction taxes. In order to counteract short-ter-
mism, the incentive-based remuneration of manag-
ers in the banking and corporate sector should be
linked to sustainability factors.

To prevent greenwashing by companies, the UN
Secretary-General advocates incorporating a com-
mon set of sustainability indicators into the report-
ing obligations of large companies and financial in-
stitutions. In addition, market regulations, standards
and procedures should be ‘modernized’ to take into
account the SDGs, climate risks and the UN Guid-
ing Principles on Business and Human Rights. A
legally binding agreement on business and human
rights is currently being negotiated based on these
Guiding Principles (Binding Treaty).

Finally, the UN Secretary-General emphasizes that
any reform of the international financial architec-
ture should include measures to promote financial
integrity. Among other things, it must be ensured
that territories with strict banking secrecy do not
serve as havens for illicit financial flows and that
professional groups that facilitate aggressive tax
planning practices, money laundering and tax eva-
sion are held legally accountable.

The High-Level Advisory Board on Effective
Multilateralism goes a step further in its report,
pointing out that many measures to promote so-
cial, developmental and environmental goals at the
national level increasingly face legal obstacles at
the international level, particularly in the context
of trade agreements, economic partnership agree-
ments and bilateral investment treaties. It is there-
fore not only a question of regulating international
financial flows, but also of realigning global regula-
tions with the SDGs. The report states (p. 38):

We must support efforts to re-orient regulatory structures
to serve the interests of people and the planet, rather
than only safeguard the interests of capital. We call for
a special working group, possibly under the Financing
for Development wing of the United Nations, to assess
the implications of different intergovernmental economic
agreements for regulation. While pursuing financial sta-
bility and ensuring financing for the SDGs and climate
alleviation, we must also consider how negative impli-
cations from regulation can be minimized and how legal
barriers can be lowered.
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https://highleveladvisoryboard.org/breakthrough/pdf/highleveladvisoryboard_breakthrough_fullreport.pdf

12

Briefing December 2023

Next steps

The reform of the global financial architecture
touches on so many areas that it will not be possi-
ble to address them all comprehensively at a single
conference. This is particularly true for the Summit
of the Future, which has a number of other topics
on its agenda. The UN Member States agreed, in a
resolution on 1 September 2023, that the outcome
of the Summit should be a Pact for the Future con-
sisting of an introduction (chapeau) and five chap-
ters on the following topics:

i. Sustainable development and financing for de-
velopment

ii. International peace and security

iii. Science, technology, innovation and digital
cooperation

iv. Youth and future generations
v. Transforming global governance.

The reform of the global financial architecture will
be addressed primarily in Chapters 1 and 5.

In October 2023, the President of the UN Gen-
eral Assembly confirmed Antje Leendertse (Per-
manent Representative of Germany to the UN in
New York) and Neville Melvin Gertze (Permanent
Representative of Namibia) as co-facilitators for the
preparations of the Summit and the Pact for the Fu-
ture. They will hold informal consultations with
Member States and civil society on the topics of the
planned pact until the end of 2023. On this basis,
they intend to present the zero draft of the Pact for
the Future in early 2024. Negotiations on the text
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will then take place in the months leading up to
September 2024.

At the same time, preparations for the 4th Interna-
tional Conference on Financing for Development
(FfD) will begin in spring 2024. The UN Member
States finally decided in November 2023 that this
will be held in Spain in 2025. The FfD conference
is also explicitly intended to support the reform of
the international financial architecture. An Inter-
governmental Preparatory Committee will be set
up, which, after a one-day organizational meeting,
will hold three sessions in 2024 and two sessions
of five days each in 2025. Sessions are due to take
place in Ethiopia, Mexico and New York, among
other places.

One challenge will be to avoid duplication between
the processes and to agree on a division of labour
between the FfD process, the Summit of the Fu-
ture and other fora, such as the ad hoc commit-
tee on the planned tax convention. The situation
is further complicated by the fact that some of the
issues are also dealt with in other fora such as the
OECD, the governing bodies of IMF and World
Bank, and the G20 (2024 under Brazilian presiden-
cy and 2025 under South African presidency). This
risks fragmenting the debates and forum shopping,
which would primarily benefit the countries with
the greatest financial and human capacities. In this
complex situation, the Summit of the Future could
help to bring the reform debates together. As it
takes place at the level of Heads of State and Gov-
ernment, it has the potential to generate the po-
litical momentum to overcome blockades, rebuild
trust and initiate long overdue reforms in the global
financial architecture.


https://undocs.org/en/A/77/L.109
https://undocs.org/en/A/C.2/78/L.59
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